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Q- Please state your name, address and occupation.

A. My name is Dan L. Neidlinger. My business address is 3020 North 17th Drive,

Phoenix, Arizona. am President of Neidlinger & Associates, Ltd., a consulting firm

specializing in utility rate economics.

I

Q. Please describe your professional qualifications and experience.

A. A summary of my professional qualifications and experience is included in the

Statement of Qualifications attached to my testimony as Exhibit DLN - l. In addition to the

Arizona Corporation Commission ("ACC" or "Commission"), I have presented expert

testimony before regulatory commissions and agencies in Alaska, California, Colorado,

Guam, Idaho, New Mexico, Nevada, Texas, Utah, Wyoming and the Province of Alberta,

Canada.

Q. On whose behalf are you appearing in this proceeding?

A. I have been retained by the attorneys for Mohave Electric Cooperative, Inc.

("MEC"), to answer certain questions that arose during the instant proceeding related to the

cost of service study ("l989 COSS") that I prepared in conjunction with MEC's 1989 rate

filing (Docket No. U-1750-89-231), the rates approved by the Commission in that Docket

and the current effect of these rates on the Bureau of Indian Affairs ("BIA"). I was engaged

by MEC in the 1989 case as its COSS and rate design consultant. The Cost of Service

Summary of the 1989 COSS to which I will be referring throughout my testimony is

attached as Exhibit DLN- 2. A complete copy of the 1989 COSS was attached to Exhibit

C-1 (Mr. Gold's direct testimony) as Exhibit 10.

Q. What areas of inquiry were you requested to explain?
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A. I was asked to respond to the following questions:

1. Was the 70 mile line constructed by MEC from the Nelson Substation to the Long

Mesa transformer ("BIA Line") included in rate base in the 1989 case?
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2. Why were BIA revenues, related cost of service and book value of the BIA Line

shown in the 1989 COSS as a separate customer class?

3. Was the indicated BIA percentage return on rate base under rates in effect at that

time excessive in relationship to the system average return or the indicated returns of

other customer classes?

4. Did billing the BIA a contract Facilities Charge plus MEC's standard Large

Commercial & Industrial Rate ("LC&I Rate") during the 1989 test year result in an

over-collection of depreciation, property taxes and other operating and maintenance

expenses?

5. Are any of the costs of the BIA Line currently being recovered through MEC's

standard tariffs?
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6. Is the BIA currently subsidizing other classes of customers served by MEC?

Q- What materials did you examine in preparing your testimony?

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15

16 A.
17
18
19
20
21
22
23
24
25
26
27
28

I examined the following documents in preparing my testimony :

Stipulated Statement of Facts and Issues in Dispute

Application for Approval of Financing, October 1, 1980

Decision No. 51491, dated October 22, 1980

Decision No. 53174, dated August 11, 1982 approving rates

Application for new Rate dated September 26, 1989 (1989 Rate Case)

The 1989 COSS

Staff Report for 1989 Rate Case

Decision No. 57172, dated November 29, 1990 approving new rates

BIA tariff tiled per Decision No. 57172

April 8, 1982 billing statement

Billing statements for the 1989 test year

3
631430. l 10212940



•

•

Q. Was the BIA line included in rate base in the 1989 case?

Q, Why was the BIA shown as a separate customer class in the 1989 COSS?

w
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A. Direct assignment of utility assets dedicated to serving a specific customer or

customer group is a recognized utility cost of service practice. This practice, however, is

only appropriate in those instances where the cost of the assets is large and readily

identifiable as providing service to a specific customer or class of customers. The BIA Line

met these criteria and, accordingly, was segregated in the 1989 COSS as a separate customer

class.

Q, Had this segregation not been made in the 1989 COSS, how would MEC'S other

customer classes been affected?

A. The other classes of customers would have been allocated the bulk of the BIA Line

and its attendant costs, thereby requiring them to subsidize the BIA. By segregating the

BIA Line costs as a separate customer class, this result was avoided.

1 Billing statements for the period November 2005 - October 2006

2 BIA Contract

3

4 A. Yes. As shown on Exhibit DLN-2, the original cost rate base assigned to the BIA in

5 the 1989 case was $l,074,241. This amount was included in MEC's total rate base of

6 $26,742,431 as found by the Commission in Decision No. 57172 on November 29, 1990.

7 The BIA rate base was comprised of the net book value of the BIA Line, its fair share of

8 transmission and general plant and an allocation of working capital .

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25 A. No. Referring again to Exhibit DLN-2, the percentage return on rate base shown in

26 the 1989 COSS for the BIA at the then effective rates was 6.98%,' which is only marginally

27

28

Q, Was the indicated percentage return provided by the BIA excessive in

relationship to the system average return or the indicated returns of other classes?

'The return for the BIA shown on Exhibit DLN-2 appears to be 5.98%, the correct
percentage is 6.98% (74,960 divided by l,074,24l). Also during the test year, MEC

4
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1 higher than the overall system average return of 5.41% and lower than the overall system

2 return of 8.59% authorized by Commission Decision No. 57172. Other classes exhibited

3 much larger disparities in percentage returns: Large C&I (9.89%), Irrigation (39.48%),

4 Chemstar (14.39%), Cyprus Bagdad (46.94%) and Lighting (negative 5.44%).

5

6
7 A. No. I recommended no change in the BIA rates. The Commission however, in

Decision No. 57172 increased the rates charged to the BIA by 2.34%.

Q. Did you recommend an increase in rates for the BIA in the 1989 case?

Q, Under the BIA contract did MEC charge both the LC&I rate and a contract

facilities charge?

8

9

10

11

12
A. Yes.
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3

13

14

15

Q, Did MEC over-collect depreciation, property taxes and other O&M costs by

billing the BIA under the LC&I rate and also billing the contract facilities charge?

A. No. The LC&I Rate is admittedly designed to recover a portion of these costs but on

a much different basis than used to recover the costs associated with serving the BIA. The

costs used to design the LC&I Rate are shown under the Large C&I column of the 1989

COSS as provided on Exhibit DLN-2. The costing of the LC&I Rate is based on an

integrated electric system concept whereby many customers share in the recovery of fixed

costs such as depreciation and property taxes on joint-use plant rather than a large,

specifically assigned facility like the BIA Line. As a result, the per-unit cost recovery under

the LC&I Rate is not sufficient to recover the costs associated with the BIA Line at the very

low level of electric sales from that Line. As shown on the 1989 COSS, the margin (electric

sales of $119,882 less over-collected purchased power revenue of $172 less purchased

power of $l00,2l 1) from sales to the BIA during the test year was only $l9,499, whereas

16

17

18

19

20

21

22

23

24

25

26

27

28

incorrectly classified approximately $32,000 of loan principal paid by the BIA as Other
Electric Revenues. If this downward adjustment is made to revenues, BIA operating income
is reduced to $42,960 resulting in an adjusted return on rate base of 4.00%.

5
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You earlier mentioned that the BIA rate base included other allocated

components such as transmission plant, general plant and working capital in addition

to the BIA line. Is there any provision in the facilities charge for the recovery of the

costs associated with these rate base components?

Q. Were any of the costs of the BIA line included in the development of the LC&I

rate in 1989?

1 costs associated with the BIA Line other than purchased power totaled $130,587 - a short-

2 fall of $111,088 just to break even and with no consideration of a return requirement on rate

3 base. Therefore, if the Facilities Charge had not been collected during the test year, the

4 LC&I Rate alone would have been insufficient to cover the costs to MEC of providing the

5 BIA service.

6

7 Q-

8

9

10 A. No. The Facilities Charges were designed to recover certain costs associated solely

with the BIA Line. The $19,499 in margins from electric sales under the LC&I Rate were

12 needed to recover some or all of the costs, including a return, associated with these other

13 rate base components. In summary, the revenues received from the BIA during July 31,

14 1989 test year through a combination of electric sales and facilities charges did not result in

15 an over-collection of the costs required to serve this customer. The 1989 COSS validates

16 this conclusion.

17

18

19

20 A. No. The currently authorized LC&I rate was developed in the 1989 rate proceeding

21 and has not been changed since that case. As previously mentioned, the LC&I rate was

22 designed to recover the allocated costs to this large customer class. None of the costs

23 All of the BIA Line costs

24 were shown in the 1989 COSS under the BIA column (see Exhibit DLN-2). Accordingly,

25 current LC&I billings are not recovering any costs associated with the BIA Line.

26

27

28

associated with the BIA Line were included in this allocation.

6
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1

2

3 A. Yes. I analyzed billings to the BIA from November 2005 through October 2006. For

4 that period MEC charged the BIA under the LC&I Rate approved by Decision No. 57172

5 and did not charge any portion of the Facilities Charge. Kilowatt hour ("kwh") sales

6 increased by approximately 46% since 1989 due to customer growth and a change in the

7 metering location. Accordingly, the annual margins (electric sales less power costs) have

g probably also increased by approximately 46% to $28,000.

Q. Have you reviewed more recent billings to the BIA since abandonment of the

BIA line and the elimination of the facilities charge?

Q. Does this increase in margins mean that the BIA is now subsidizing MEC'S

other customers?
o
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A. No. As previously indicated, the LC&I Rate approved for MEC in 1989 and still in

effect today did not then and does not now include any of the costs associated with the BIA

Line. Further, it is unlikely that this modest dollar increase in current margins from the

LC&I rate is adequate to recover the increases in system-wide operating costs and utility

plant incurred by MEC over the past 19 years needed to provide service to the BIA. If this

is the case, subsidies would now flow to the BIA rather than from the BIA. An updated

COSS would be needed to validate this conclusion.

Q. Does this conclude your direct testimony?

16

17

18

19

20 A.

21

22

23

24

25

26

27

28

Yes, it does.
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VERIFICATION STATEMENT

County of Maricopa

1

2 STATE OF ARIZONA

3

I, Dan L. Neidlinger, being first duly sworn according to law, deposes and says :
5

That I prepared the testimony set forth above and know the contents thereotl and that
6 9 | •

the responses to the questions therein are the and correct and reflect my sworn testimony in

7 the above-referenced matter.
8
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8
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Dan L. Neidlinger

SUBSCRIBED AND SWORN to before me this IS day of December, 2008, by

Dan L. Neidlinger.
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ORIGINAL and 13 COPIES of the
foregoing were hand-delivered for
tiling this 15 h day of December, 2008 to:

Docket Control
Arizona Corporation Commission
1200 W. Washington Street
Phoenix, AZ 85007

COPY of the foregoing hand-delivered this
15111 day of December, 2008, to:

Hearing Division
Arizona Corporation Commission
1200 W. Washington
Phoenix, AZ 85007-2927
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Janice M. Alward, Esq., Chief Counsel
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Arizona Corporation Commission
1200 W. Washington Street
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Mark~J. Wenker, Esq.
U.S. Attorney's Office
40 N. Central Avenue, Suite 1200
Phoenix, AZ 85004-4408
Attorneys for the Bureau of Indian Affairs
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EXHIBIT DLN-1

DAN L. NEIDLINGER

SUMMARY STATEMENT OF QUALIFICATIONS

I.

Mr. Neidlinger is President of Neidlinger & Associates, Ltd., a Phoenix consulting firm specializing in

utility rate economics and financial management. During his consulting career, he has managed and

performed numerous assignments related to utility ratemaking and energy management.

General:

II. Education :

Mr. Neidlinger was graduated from Purdue University with a Bachelor of Science degree in Electrical

Engineering. He also holds a Master of Science degree in Industrial Management from Purdue's Krannert

Graduate School of Management. He is a licensed Certified Public Accountant in Arizona and Ohio.

Consulting Experience:

Mr. Neidlinger has presented expert testimony on financial, accounting, cost of service and rate design

issues in regulatory proceedings throughout the western United States involving companies from every

segment of the utility industry. Testimony presented to these regulatory bodies has been on behalf of

commission staffs, applicant utilities, industrial interveners and consumer agencies. He has also testified

in a number of civil litigation matters involving utility ratemaking and once sewed as a Special Master to

a Nevada court in a lawsuit involving a Nevada public utility.

111.

Mr. Neidlinger has performed feasibility studies related to energy management including cogeneration,

self-generation, peak shaving and load-shifting analyses for clients with large electric loads. In addition,

he has consulted with U.S. Army installations on privatization of utility systems and assisted these and

other consumer clients in contract negotiations with utility providers of electric, gas and wastewater

service.

Mr. Neidlinger has extensive experience in the costing and pricing of utility services. During his

consulting career, he has been responsible for the design and implementation of utility rates for numerous

electric, gas, water and wastewater utility clients ranging in size from 50 to 30,000 customers.

IV. Professional Affiliations:

Professional affiliations include the American Institute of Certified Public Accountants.



6 kg. ':~»1'*.\

£9 m853
N , P y m '

§=§§§gg§$
Wg

§3§§8§g§=
8W€_ND£2

- n

8

5§288388p58689883
0 .

Q

N Q13n;
§§E§§3§3°
§

8gt

8
~;
8

`§§§3§§§°
E 'gamer

85§§§a8§°
3. 8"z8="g

3

8
4

Q 8 8 - N 4 - m e 5 a

31154341
§'E5§§38

3 §§§§§§§3°
§"8§§§§9

§§§§§§§§°
§9§8§§§8

3
8
8

\

t

H

3
3
3.

9
E
98.
u

3

3'a-

8

;

3
'tou
g
8
3

8
8
3
8
I--.minu

2;
:

8 .52

' E
Ra
r-o

8

8
E

z
s»-D.

§
i s

15.
l»-I
m

a'z:
8
cmas

3
o
P *

."3 n8
4.8.4
re ,Ra

_ s

8.98
9§=3
848

9 n
1,

.Cr
3
hal-.

44
383
3

n e n
8 | -
m m

A _
3 Fl

F
m

3-£3
a

vi'

- . D

o an
4:

3 8 =.:.L as-9
58 B1- I '

§.'_.*8§
8 .

n'

'g
_8
ea' =

E8
8
8

gg
88 §331§383

E
g
5

8
2
n .. q
| -

m

8_
B_8

Q
. :m
1 -.-ID

.1.

ah
1"

3.

ff

8

a
a
g,
Q

9 .

.8

a
-ra-
N

s

- 1

3 E8

I
4
83
~§

a .
. ¢

8
.sq i

3

g

'a4I*

3

4

8B.
9

5
F

I

s
\
c

a

P •4 - •
PG •an -
1° _ .

°» 4 _ ..

EXHIBIT DLN-2

m
3an

8 zj

.
8 I
c a I

°I ""2

*E
Sr".
9 .

m
1°
6

_
u '

8

'8
8
6
N

.. . . ....

i n
-~:_
an

Iv
. ,ms

dl '

*°
so
#1• | -

' ,"°1 \1 lo
2»'7\e8!

914.an
cm9
n

Si;
4

E. 1: °'
1- -£23 :-

Vu5.
in §

4

Vu.
1 -
4
O

I a

Q-=
| 8

•
:st

4

an|
1*

8
N

c
o

n
r -

I
o

3

9

5..:-4

8 8.4.

39.
xi

Ia12
9

g
"L
5

:-
WP

is
an

§.
- uv-A

3_

£
8
'El
"é'
E

41

8

z-
L I

'38

F
no

a

=:
o

3
8
2-E

g

u '

88'*
Q

l '--4 .i

w e
:Q

-81

0 '83U "A-*o E."

gt

¢
\ ...'*r-'T.P*1*0181 -
....,;; -

_I
Q 4»09

I '-

4

~»:
9 •

| -q
-:_--4.

.8;8=

_~. a

°»o
11  g . -

a . Ag
... ~1_;.
* 1.
*'°:acy!1

.~.l=
. 103.vo  -

U .L
. . - r:

I 'P.»;-

0 I'g'
U

X.;

a
'L
4=
|

_ 2 .
E

sé
I 4

4

it

\

fr

. , .../ - . .» ,...|- a

1

n

8

8

N

9

1


